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INTRODUCTION
Public policiesin many diversefields have implicationsfor the transferof
resourcesbetweensectors. Administeredagriculturalprices, taxes,subsidies,an
overvaluedcurrencyandprotectionprovidedto producersareexamplesof someof
the policiesthat havebeenusedby manygovernmentsin mobilizingresourcesfor
development.Fromthevantagepoint of assessingthepastperformanceanddevelop-
ment prospectsof the agriculturalsector,it is usefulto havean idea about the
directionandextentof theresourcetransferfromthissector.Theknowledgeof the
policy instrumentsusedto bringaboutthe transferis alsoimportant.Whilethesize
of the transferis a measureof the overallincentivesbeingprovided,the tools used
for thetransferhaveuniqueimplicationsfor efficiency,equityandgrowthoutcomes.
The purposeof the paperis confinedto: (i) anestimationof the magnitudeof the
transferfor the period 1972-73to 1986-87;and(ii) identification,in broadterms,
of thedirectionthattherestructuredpublicpoliciesmaytake.
II. NETFISCALBURDEN
Thefiscalburdenonagriculturalproducerstakesintoaccountopenandcon-
cealedtaxesandsubsidiesaffectingagriculturalproducersinbothoutputandinput
*Theauthorsarerespectively,Joint DirectorandStaffEconomistsat thePakistanInstitute
of DevelopmentEconomics,Islamabad.They are gratefulto ProfessorSyed Nawab Haider
Naqvi, Director,PakistanInstituteof DevelopmentEconomicsfor continuedinspirationand
stimulatingdiscussions.The authorsarealsogratefulto Dr Abdul Salam,DivisionChief,Agri-
cultural Prices Commissionand Dr MuhammadHussainMalik, Senior ResearchEconomist,
PIDE, for their usefulsuggestionsandcomments.The paperis anabridgedversionof thepaper
presentedin the Fifth AnnualGeneralMeetingof thePakistanSocietyof DevelopmentEcono-
mists. The readeris referredto theoriginalpaperfor a completedescriptionof thenatureof
open andconcealedtaxesandsubsidiesaffectingtheagriculturesectorandfor theestimation
proceduresusedin thecomputationof thevalueof resourcetransfers.
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Second,althoughthe yield from directtaxeson landand/oragricultural
producehasnot declinedin absolutetermsyetit showsa decliningtrendwhen
measuredasa proportionof agriculturalvalueadded.Theexpectationsof some
observersthatUshrmayin duecoursebecomeasignificantsourceof revenuefor
povertyalleviationprojectsin ruralareasmaynotberealizedin thelightofexperi-
enceof thepastfiveyears. Theassessmentsof, andcollectionsfromUshr,have
beenmuchlowerthantheestimatedpotentialof thistax. Theinelasticityof the
directaxesonagricultureisamajorstructuralweaknessin thetaxstructure.
Third,therevenuefromtaxesonagriculturalcommoditiesfromexportduties
and/orfromtheprofitsof statetradingcorporationshasbeenlargein someyears.
However,thissourceof revenuexhibitsa largemeasureof instabilityandcannot
bereliedonto financedevelopmentprogrammesonacontinuingsustainedbasis.
Fourth, concealedtaxationon agriculturalcommoditiesdueprimarilyto
tradeandexchangeratepolicieshasbeenheavy.Likeexportduties,it is alsoan
unstablesourceof revenue.In fact,in someyears,thelevelof concealedtaxation
transformsitselfintosubsidiesto farmers.At thedisaggregatedcommoditylevels,
thissourceof revenueprovidesdistortedincentivesforfarmers.NominalProtection
Coefficientsfor differentcommoditiesimplywidelydivergentratesof taxationor
subsidizationforcrops.Thesecoefficientsforgivencropsalsochangeovertime.
Fifth, opensubsidieson inputshavegrownin magnitudeovertime. The
governmenthaseliminatedsubsidieson plantprotection,seedsandsomeother
minoritems.Thereisalsoastatedgovernmentpolicygoalsregardingtheelimination
of fertilizersubsidies.Despitethisgoal,subsidiesonfertilizersin theterminalyear
arehigh. Therewasa restraintonthegrowthof fertilizersubsidiesduring1981-82
to 1984-85but thisrestraintseemedto havebeenrelaxedin thelasttwoyearsof
thestudy.
Sixth,concealedsubsidieson irrigation,creditandelectrifiedtube-wellshave
increasedsignificantlyovertheperiodof thestudy.WaterandPowerDevelopment
Authority(WAPDA),throughfueladjustmentcharges,hasbeensuccessfulin elimi-
natingthesubsidyon electricityfor theagriculturalsectorin someyears.In the
budgetfor 1988-89,somestepsinrestrainingthecreditsubsidyonproductionloans
havebeenannounced.However,thesingularpolicyfailurehasbeenin theareaof
thesubsidyonirrigation.Thesharpincreaseinoperationandmaintenanceexpenses
for theupkeepof thevastcanalsystemis warranted.Thesubsidiesonaccountof
irrigationsub.headcanberestrainedonlyif thewateratesareincreased.
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III. BROAD DIRECTIONS FOR POLICY REFORMS
Our discussionon policyoptionsfor thetaxationof theagriculturalsector
wouldremainonthegenerallevelof broadprinciplesasit is difficultto suggest
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concretereformswhenthebulkof theexistingtaxesandsubsidiesareconcealed.
However,OUrfindingthattherehasbeenanincreasingtrendof resourceflowinto
agricultureresultingin increasedagriculturalincomesuggestesa needfor amore
intensivetaxationof agriculturein Pakistan.Theburdenof directtaxeshasshown
asharpdecliningtrenddespitetheintroductionof Ushrsince1982-83.Theindirect
taxeson agriculturalexportsthroughexporttaxesandtheprofitsof government
exportcorporationshavebeenusedforthestabilizationofpricesandincomesrather
than adeviceforraisingrevenuefor thegovernmenttreasury.Theyieldfromthese
revenueheadshasshowna largemeasureof instabilityandno risingtrend.The
subsidieson agriculturalinputshavealsoincreasedboth in absolutetermsand
relativetothevalueaddedin theagriculturalsector.Despiteafloatingexchangerate,
theRupeehasremainedovervaluedbyabout20percent.However,theextentof the
overvaluationismuchlessthanwasthecasepriorto themassivedevaluationof the
Rupeein 1972.Theextentof concealedtaxationthroughartificiallylowdomestic
pricesfor farmproducehasalsobeenreducedand/orturnedintosubsidizationbya
closeralignmentofdomesticpricestoworldprices.
Whilethecasefor amoreintensivetaxationof agriculturecaneasilybemade
inviewof theincreasedtaxablecapacityof thesector,thequestionarisesasto the
appropriatemethodof taxingthe,agriculturalsector.Thereis aneedto reviewand
reducethe levelof bothopenandconcealedsubsidiesonmostagriculturalinputs.
Thesubsidieson inputswhichrequireto bepopularizedamongthefarmingcom-
munitymay,however,continueforalimitedtimeonly.Anovervaluedcurrencyand
exportdutiesaresimpleto administerbut havelargeadverseffectson resource
useefficiency.Taxesof thistypeshouldbediscontinued.A taxon thevalueof
land,anold favouriteof economists,needsto bemadeuseof on a muchlarger
scalethanhasbeenthecasein thepast.Thelandtaxis generallynotshiftable.It
encouragesownersof unusedlandto eitherusethelandproductivelyor sellit to
otherpeoplewho will makeproductiveuseof thenewlyacquiredland.Thead-
ministrativeandpoliticalfeasibilityof theproposalneedsto beestablishedby a
detailedandin-depthstudy,however.
Commentson
"TaxesandSubsidiesonAgriculturalProducersas
Elementsof IntersectoralTransferof Resources:
Magnitudeof theTransferand
SearchforPolicyOptions"
I wouldliketo thanktheorganizersof themeetingfor invitingmetodiscuss
aninterestingpaper.Taxesandsubsidiesonagriculture,whichis thesubjectof the
paper,haveincreasinglyengagedtheattentionof economists,latelyasthebudget
deficithasassumedalarmingproportionsandthesearchfor newoptionsfor re-
sourcemobilizationhasbecomequiteintense.
I complimentthe authorsfor havingcollectedthe vastamountof data
relatingto varioustypesof taxesandsubsidies,fromvariousscatteredsources,
andanalysingtheirincidence.
REFERENCES
OpenTaxationof theAgricultureSector
The authorshaveidentifiedthefollowinginstrumentsof directtaxationof
agriculturein Pakistan:(i) LandTax' (ii) AgriculturalIncomeTax;and(iii) Ushr,
whichdirectlyaffecthefarmers'incomes.
In theirdiscussionof directtaxeson agriculture,the authorshaverightly
pointedout that agriculturalincometax, as currentlyin voguein Pakistan,is
misnamedandconfusingasit isnota taxonagriculturalincomesbutagraduated
surchargeonlandrevenuecollectedfromthefarmers.
Theauthorshavecorrectlyarguedthatyieldfromthelandtaxhavedeclined
overtimeas with the introductionof Ushrin 1982,farmerspayingUshrwere
exemptedfromthepaymentof landrevenue.Nevertheless,it maybe notedthat
inspiteof the exemptionfromlandrevenuepayments,grantedto thosepaying
Ushr,therevenuefromlandtaxdidnot fallthatrapidlyaswasexpectedinitially.
It hasbeenpointedoutthattheUshrcollectionduringthelastfiveyearshasbeen
about86 percentof theassessmentandonly20percentof thereportedpotential
yieldfromthislevy.However,themostrelevantissuerelatingto Ushrinthecontext
of resourcemobilizationanddevelopmentfinancingis canthereVenuescollected
fromthe Ushrlevybe usedfor financinggeneralGovernmentexpenditureand
developmentprogrammes.This issuemeritsseriousthoughtby thosewhoarewell
Appleyard, Dennis R. (1987). "Report on ComparativeAdvantage".Islamabad:
AgriculturalPricesCommission.(APCOM SeriesNo. 61)
Cheong,Kee Cheok,andEmmanuelH. D'Silva(1984). "Prices,Termsof Tradeand
the Role of Governmentin Pakistan'sAgriculture". Washington,D.C.: The
WorldBank.(WorldBankStaffWorkingPaperNo. 643).
Gotsch,Carl, and Gilbert Brown (1980). "Prices,Taxesand Subsidiesin Pakistan
Agriculture,1960-76". Washington,D.C.: The World Bank.(WorldBank Staff
WorkingPaperNo. 387)
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versedwiththesubject.To my understandingtheusesof Ushrmoneyhavebeen
prescribedandmaynotbechanged.
The institutionalarrangementsfor the exports,of farmproduceetc. in
Pakistanarenot veryefficientinvolvingveryhighexpensesandhavefrequently
resultedinhighervaluesof theresultingNPCs.
TaxesonAgriculturalCrops
Whilediscussingtaxesonagriculturalcropstheauthorshavediscussedvarious
commoditycessesuchas sugar-caneandcottoncesses,exportdutieson cotton
andrice.In addition,theyhaveincludedtheprofitsor lossesof theCottonExport
Corporation(CEC) and Rice Export Corporationof Pakistan(RECP) in their
discussionon the subject.This inclusionof profitsandlossesof theRECPand
CEC alongwith variouscommoditycessesneedsreconsideration.The authors
mentiontheinstabilityof therevenuesfromthecommoditycessesandtheprofit
andlossof CEC andRECP.Thisinstabilitystemspartlyfromthefluctuationsin
commodityproductionand partly from the pricesprevailingin international
markets..Thefallinginternationalpricesof riceandcottonbesidesthehighin-
cidentalsof the CEC andRECPwerealsoresponsiblefor thelossesincurredby
thesecorporations.
OpenandConcealedSubsidiestoFarmers
Theauthorspointout thatthesizeof thesubsidyto theproducerismeas-
uredbythedifferencebetweenthevalueof outputatdomesticpricesandthevalue
of outputat worldprices.The economicsubsidyon variousinputs,at leaston
thosethat aretradeablesuchas fertilizersandpesticidesandseedneedto be
workedoutby followingtheabovedefinition.Theeconomicsubsidiesneedto be
differentiatedfromthebudgetarysubsidiesaswellandneedto betreatedseparte-
ly. Theauthorshavemainlyreliedonthebudgetarysubsidiesandignoredthecon-
ceptof economicsubsidy.
Followingthedefinitionof economicsubsidies,it wouldbereallyinteresting
to find out thatin caseof fertilizers,pesticidesetc.(i) whatpartof thesubsidy
hasbee?meantfor the farmers?(ii) whatproportionhasgoneto theindustry?
and,(iii) whatpercentagewasdueto thetiedaidbythedonors?Theseare,I think,
importantquestionsandhavenotbeentoucheduponinthepaper.
The authorsmentionthatthe subsidyinvolvedin irrigationwatercharges
couldbe calculatedby comparingthepricesof waterchargedbytheGovernment
with eitherthemarginalcostof tube-wellwateror the marketpricesof tube-
wellwater.I havesomereservationsto theuseof thisapproachforthefollowing
reasons:
IndirectTaxesPaidby AgriculturalConsumers
Whileapportioningtheshareof agriculturefromtheindirectaxesrepresent-
ing importduties,salestaxes,etc. thedistinctionbetweenfarmpopulationand
ruralpopulation eedsto bekeptin viewasthefarmpopulationis onlya sub-
setof theruralpopulation.It is significantto notethattheincidenceof indirect
taxespaidbothin termsof percapitaandasapercentageof valueaddedin agri-
culturehasincreasedconsiderablyovertime. (i) Thereis no singlecostof tube-wellwaterasit is likelytovaryacross
variousregions.The flexibilityin theuseof tube-wellwateris much
greaterwhilecanalwateruseischaracterizedbyinstitutionalrigidities.
(ii) As regardsthe operationandmaintenance(0 & M) charges,it needs
to bebornein mindthatmostof thewaterdevelopmentprojectsare
multi-purposeandwhatreallyarethe 0 & M chargesfor irrigation
isaquestionofjudgement.
(iii) The irrigationnetworkis a partof thesocio-economicinfrastructure
andarewechargingtheusersofotherinfrastructureaccordingly?
(iv) To whatextentare0 & M chargesa realandto whatextentarethey
padded?
(v) Shouldthe farmsectorbechargedandpenalizedfortheinefficiencies
anddubiouspracticesof theirrigationandpowerdepartments?
At theend,I wouldliketo pointoutthattheproposalof institutingtaxon
thevalueof land,bytheauthors,needstobespelledoutandcarefullylookedinto.
ConcealedTaxationof Agriculture
Concealedtaxationof agriculturehas beengenerallypractisedthrough
an overvaluedexchangerateandpayingdomesticproducerspriceslessthanthat
providingin theinternationalmarket.To providetheevidencefor suchtaxation,
the authorshavereliedmainlyin calculatingtheNominalProtectionCoefficients
(NPCs)forwheat,basmatir ce,IRRI rice,cottonandsugar-cane.
It maybe emphasisedherethatNPCs,althoughrelativelysimpleto compre-
hendandcalculate,neverthelessneedto be interpretedrathercarefully.An NPC
greaterthanonein thecaseof farmcommoditiesdoesnotnecessarilyimplypro-
tectionor subsidyto the producersfor the followingreasonsasthe domestic
borderpricescompriseat least3 majorcomponentsi.e.(i) costof theproduce,
(ii) marketingandprocessingexpensesand(Hi)transportandhandlingexpenses.
Thus,higherNPCscouldverywellresultfromthehighexpensesntailedinmarket-
ing,processing,etc.
560 Abdul Salam
I believethereis anurgentneedfor investmentof timeandresourcesto findout
furtheravenuesofmobilisingresources.
Abdul Salam
AgriculturalPricesCommission,
Islamabad
